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1949-50 Rates of Tax and Contribution 


The Income Tax Act 1949 and the Social Services Contribution Act 
1949, which were recently enacted, give effect to proposals for reductions 
in the rates at which income tax and contributions will be payable by 
individuals for the financial year beginning on 1 July, 1949, that is, 
on incomes to be derived during the year ending 30 June, 1950. The 
greatest percentage reductions are being granted in the lower and middle 
income ranges, although all individual taxpayers will receive some benefit 
from the reduced rates. The rates of tax payable by companies for the 
financial year 1949-50, that is, on incomes of year ended 30 June, 1949, 
remain the same as the rates payable by companies on income of year 
ended 30 June, 1948. 

It is to be noted that, in the case of a taxpayer without dependants, 
the personal exertion rate of income tax (as distinct from social services 
contribution) will commence at an income level of £501 instead of £351 
as for 1948-49. The personal exertion rate is being graduated to 
£10,000 instead of £9,000 as at present. On the excess of income over 
£10,000, the combined ceiling rate of tax and contribution is being 
retained at the present figure of 15/ in the é. 

The property rate will commence at an income of £351 but will be 
graduated to an income of £10,000 instead of the present £5,000. 
The. reductions that are being made in the property rates broadly 
correspond with the reductions in personal exertion rates. Although the 
property rates are being reduced, those rates will still be higher than 
the personal exertion rates. The maximum difference occurs about an 
income of £1,250 where the combined property tax and social services 
contribution is nearly one-quarter higher than the combined personal 
exertion tax and contribution. On the excess of property income over 
£ 10,000, the combined rate of tax and contribution will be 15/- in the £. 

So far as individuals who receive salary and wages are concerned 
the reduced rates will be reflected in the instalment deductions which 
will be made from their earnings on and from 1 July, 1949. Persons 
who receive income other than salary or wages will have the reduced 
rates reflected in the provisional tax and contribution payable in respect 
of income (other than salary or wages) of the year ending 30 June, 1950. 

In the case of a contributor without dependants, the basic rate of 
contribution for 1948-49 commences at 3d. in the £ and is graduated 
to a maximum of 18d. in the £ at an income of £350. The 1949-50 
basic rate will also commence at 3d., but the range of graduation will be 
extended so that the maximum of 18d. will not apply until an income 
of £500 is reached. Corresponding reductions are also made in the 
concessional rate of contribution payable by contributors entitled to 
concessional allowances in respect of dependants, etc. 
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The following table, compiled from information given in the 
Treasurer’s speech, shows (i) the amounts which will be free of income 
tax (as distinct from contribution) for 1949-50 and (ii) the range of 
graduation of social services contribution to the maximum rate of 
18d. in the £ : M 

Amounts free 
of income tax 
(as distinct Contribut Contribu- 
from contri- tion tion reaches 
bution) where commences 18d. in £ 
income is from (max. rate) 
personal exertion 
£ £ 
Single taxpayer.. si - .. 500 
Taxpayer with dependent wife .. 660 
Taxpayer with dependent wife and one 

child a ie g 
Taxpayer with dependent wife and two 

ehildren a v 
Taxpayer with dependent wife and 

three children a ; 

Taxpayer with dependent wife and 

four children We 
Taxpayer with dependent wife and 

five children ; 





Rates of Tax on Income from Personal 
Exertion: 1949-50 


The rates of tax on incomes derived from personal exertion in respect 
of year of tax 1949-50, based on income derived during year ending 
30 June, 1950 (or substituted accounting period), are set forth in the 
First Schedule to the /ucome Tax Act 1949. The following are the 
rates of tax: 


(a). Taxable income— 
£1 to £1,000— 
On first £500 a a —— 
On excess over £500 es .. 18d. plus .024d. for each £ excess 
Examples :, 
(1) Taxable income £624— 
£500 at Nil he oe ae : < os ; Nil 
124 at 20.976d. in £.. me os ed oe - £10136 9 


£624 at 4.1683d. in £.. a j is oe .. £1016 9 


Gross tax payable “ in de rs a « Se 


Less concessional rebate for wife 
= Rebate on £150 at 4.1683d. plus 18d. — 22.16834d. 
= £13/17/1. 


Reduced under s. 160AD (a) 


Net tax payable 
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Social services contribution in this example is calculated as follows in 
accordance with para. (2)(b) of the First Schedule of the Social 
Service Contribution Act 1945-1949: 

Contributable income aid oe ‘ , : . £624 

Rebateable amount as above for income tax purposes .. 150 

Basic rate on £624 — 18d. 

Concessional rate — basic rate on excess of contributable income (£624) 

over rebateable amount (£150), viz., on £474. 
3 
= 3d. + — (474 — 100 
80 
= 17.025d. 
Contribution on £624 at 17.025d. 


The total levy for year ending 30 June, 1950, is therefore: 
Income tax 
Contribution 


Examples: 
(2) Taxable income £832— 
£500 at Nil .. _ j od ; ; Nil 
332 at 25.968d. in £ wv , £35 18 5 


£832 at 10.3618d. in £ : ‘ £35 18 5 


Gross tax payable .. on . re ; . £35 18 0 
Less concessional rebates— 
Wate .. - i ag : i . £150 
Student child between 16 and 19 years .. 100 
Medical expenses +" ee oes - 20 
Life insurance - ‘ ; 30 
£300 


Rebate on £300 at 10.3618d. plus 18d. = 28.3618d. 


Net tax payable .. ee , 9 0 


Social services contribution in this example is calculated at 18d. in £ in 
accordance with para. (2)(c) of the First Schedule of the Social 
Services Contribution Act 1945-1949. 

Contribution on £832 at 18d... Me , £62 8 JU 


The total levy for the year ending 30 June, 1950, is therefore: 
Income tax .. me _ ae : . = 
Contribution .. ie - ’ ; 62 


£62 


re 


(b) Taxable income— 
£1,001 to £2,000— 
On first £1,000 ia ve »> 154. 
On excess over £1,000 : .. 42d. plus .02d. for each £ excess 


Examples: 
Taxable income £1,560— 
£1,000 at 15d. im £ .. wh a ; sk -. £6210 0 
560 at 53.2d. in £ Res ee wh jai i: a; 


£1,560 at 28.7128d. in £ .. i i ‘4 . £186 12 


——— 
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Gross tax payable . £186 13 0 


Less concessional rebates 















Wife .. oe = a 2 
First child unde or 16 7 years .. aa 7 a 100 
Second child under 16 years is ais a 50 
Invalid sister .. = a fe 100 
. Diathermy tre atment for wife oy Pe ‘aa 22 
Dental expenses for self ~— “F as + 10 






Rates on home 
Life insurance 










£500 


Rebate on £500 at 28.7128d. plus 18d. — 46.7128. 97 6 O 













Net tax payable .. ™ - £89 7 
Add contribution on £1, 560 at 18d. ee a F 7 O 













30 June, 1950 





Total levy for year ending 








Taxable income— 
£2,001 to £5,000— 





(c) 





















On first £2,000 ‘ . .. 38.5d. in £ 

On excess over £2,000 a .. 82d. plus .01d. for each’£ excess 
Examples: 
(1) Taxable income £3,120— 

£2,000 at 38.5d. in £.. : et ‘i ‘ £320 16 8 


in £.. 8 





1,120 at 93.2d. 














£3,120 at 58.1360d. in £ a e ; .. £755 15 4 















: Gross tax payable , , a se .. £755 15 0 

Less concessional rebates at 58. 13604. + 18d. = 76.1360d. 
Rebateable 
amount Rebate 

Daughter-housekeeper ss .. £150 £45 0 0* 
Student child aged 16 to 19 years 100 3114 6 
First child under 16 years no 100 3114 6 
Second child under 16 years .. 50 15 0 0O* 
Life insurance ‘ ae , 100 3114 6 
* Maximum. — —_—$—_—___ 

£500 £155 3 6—155 3 0 








£600 12 0 
234 0 O 





Net tax payable 
Add contribution on £3, 120 at 18d. 













Total levy for year ending 30 June, 1950 __—... ; . £834 12 0 











(d) Taxable income— 
£5,001 to £10,000— 










On first £5,000 ss .. 82.6d. 
On excess over £5,000 ; .. 142d. plus .002d. for each £ excess 
Examples: 
Taxable income £8,500— 
£5,000 at 82.6d. in £ ie a , .- £1,720 16 8 
; 7 2,172 18 4 


3,500 at 149d. in £ 


£8,500 at 109.9412d. in £ he Pe és .. £3,893 15 0 


— . —— 
ieee ns 


£3,893 15 0 














Gross tax payable 
Less concessional rebates— 

Medical expenses for son aged 20 
years, £55, including £25 dental 
expenses—rebate on dental, £10 
(maximum) and on medical, £30 
(£55 — £25) - .. £40 


Carried forward £40 





£3,893 15 0 
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Brought forward £40 £3,893 15 0 


Diathermic treatment for self, £58— 
maximum rebateable amount .. 50 
Life assurance (£145 paid) .. .. 100 
Rates on residence... . 34 
Gift to United’ Nations Appeal for 
Children .. 150 


£374 


£374 at 127.9412d. (109.9412d. plus 18d.) £199 

Wife, maximum rebate .. - = 

Student child between 16 and 19 years, 
maximum rebate : + os 

First child under 16 years, maximum 
rebate .. ies as 

Second child under 16 years, maximum 
rebate wa “a , 


Net tax payable “a oie 
Add contribution on £8, 500 at 18d.. i 


Total levy for year ending 30 June, 


(e) Taxable income— 
Exceeding £10,000— 
On first £10,000 .. ; , ‘7 .117.3d. 
On excess over £10,000 .. F , 162d. for each £ excess 
Examples: 
£10,000 at 117.3d. in £ .. _ ‘ : . £4, 10 0 
5,000 at 162d. in £ = : ' ‘ , =e 0 0 


£15,000 at 132.2d. in £ .. aia . 58,262 10 


Gross tax payable P , 52 10 
Add eontribution on £1: 5,000 at 18d. 1 ass 0 


Total levy for year ending 30 June, 1950 





Rates of Tax on Income from Property: 1949-50 


The rates of tax on income derived from property in respect of year 
of tax 1949-50, based on income derived during the year ending 30 June 
1950 (or substituted accounting period), are set forth in the Second 
Schedule to the /ucome Tax Act 1949. The following are the rates 
of tax: 


(a) Taxable income— 
£1 to £500— 
On first £350 es ss . Nil 
On excess over £350 - . 7.75d. plus .005d. for each £ excess 
Examples: 
Taxable income £416— 
£350 at Nil : e Nil 
66 at 8.08d. in £ - at , 2 64 


£416 at 1.2813d. in £ 


Gross tax payable 
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Social services contribution in this example is calculated 
as follows: 
Contributable income : £416. 
3 
Basic rate = 3d. + —— (416 — 100) = 14.85d. in £. 
80 


£25 15 0 


Contribution on £416 at 14.85d. in £ — £25/14/10.. 

The total levy for year a" 30 an 1950, is therefore: 
Income tax .. oa : ay ne? 
Contribution 


£2 4 0 
25 15 0 


£27 19 0 


(b) Taxable income— 
£501 to £1,000— 
On first £500 
On excess over £500 


2.55. 
28d. plus .03d. for each £ excess 


Example : 
Taxable income £796— 
£500 at 2.55d. in £ a a Se ar ~ £i 
296 at 36.88d. in £ : a os ae 4: 


£796 at 15.3153d. 


in £ £50 


Gross tax payable £50 16 
Less concessional rebates— 
Wife 
First child under 16 years 
Second child under 16 years 


£150 
100 
50 


£300 


Rebate on 27.3354d. ate 9.3354d. 


+ 184.) 


£300 at (pe. © 
. i 34 3 =O 


£16 13 0 


Net tax payable 


Social services contribution in this example is caleulated 
as follows in accordance with para. (2)(b) of the 
First Schedule to the Social Services Contribution 
Aet 1945-1949: 

Contributable income: £796. 

Concessional rate — the basic rate on the excess of contributable 

(£796) over rebateable amount (£300). 
= basic rate on £496 (£796 — £300) 

- 3d. + 3/80 (496 — 100) 

= 17.85d. in £. 
Contribution on £796 at 17.85d. in £ 


income 


£59 4 0 
The total levy for year nates 30 June, 1950, is therefore: 
Income tax AS : ac , e 

Contribution 


£16 13 0 
59 4 0 


£75 17 0 


Tazable income— 
£1,001 to £2,000— 


(e) 


On first £1,000 

On excess over £1,000 
Example : 
£1,500— 
.775d. in £ 
in £ 


Taxable income, 
£1,000 at 22 
500 at 69d. 


£1,500 at 38.1833d. in £.. 
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22.775d. in £ 
58d. plus .022d. for each £ excess 


£94 17 11 
143 15 0 


£238 12 11 
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Gross tax payable ei s a oa a 
Less rebate at 2s. in £ on £158 interest on Commonwealth 
loans ae —- ay ‘ “ee 


Net tax payable 
Add contribution on £1, 500 at 18d. 


Total levy for year ending 30 June, 1950 


(d) Tazable income— 
£2,001 to £5,000— 
On first £2,000 .. Sy .. 51.3875. 
On excess over £2,000 .. .. 102d. plus .008d. for each £ excess 


Example : 
Taxable income, £3,750— 
£2,000 at 51.3875d. in £ es oe <<? a £428 4 
1,750 at 116d. in £ ka - ~~ as aa 845 16 


£3,750 at 81.54d. in £ .. ; iia si «« S2974 1 


Gross tax payable ae 
Less concessional rebates at 84. 96674. 
= (p.e. rate 66.9667d. + 18d.): 
Rebateable 
amount 
Wife -» £0 
First child under 16 years... 100 
Second child under 16 years .. 50 
* Maximum — 
£300 





£1,178 


Net tax payable 
281 


Add contribution on £3, 750 at 18d. 
Total levy for year ending 30 June, 1950 £1,459 


(e) Tazable income— 
£5,001 to £10,000— 
On first £5,000 bas od .. 96.155d. 
On excess over £5,000 150d. plus .0012d. for each £ excess 


Example: 
Taxable income, £8,000—- 
£5,000 at 96.155d. in £.. - ih £2,003 
3,000 at 153.6d. in £ : , ; 1,920 


£8,000 at 117.6969d. in £ £3,923 


£3,923 


Gross tax payable 
600 


Aad contribution on £8,000 at 18d. 


Total levy for year ending 30 June, 1950 £4,523 


(f) Tazable income— 
Exceeding £10,000— 
On first £10,000 .. al , .126.0775d. 
On excess over £10,000 162d. for each £ excess 


Example : 
Taxable income, £15,000— 
£10,000 at 126.0775d. in £ £5,253 
5,000 at 162d. in £ oe os 3,375 


£15,000 at 138.0516d. in £ £8,628 


Gross tax payable ; £8,628 
Add contribution on £1: 5,000 at 18d. : F 1,125 


Total levy for year ending 30 June, 1950 .. £9,753 
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Rate of Tax on Composite Incomes: 1949-50 


The following example illustrates the calculation of the tax where 
an individual derives income, during year ending 30 June, 1950, from 
both personal exertion and property: 


Personal exertion income .. a _ ran - .. £2,000 
Property income a “a 444 we ea nF is 850 


Taxable income a 7 : , - te .. £2,850 


Rate applicable to taxable income of £2,850— 
Personal exertion .. ci ey nha 54.00874d. 
Property .. ae bs re is 68.51054d. 


Taxable income of £2,850— 
£2,000 personal exertion at 54.0087d. in £ .. 
850 property at 68.5105d. in £ 


£2,850 


Gross tax payable oil i ; 

Less concessional rebates at 78.0087d. in £ 
(p.e. rate 54.0087d. 4+ 18d.) 
Rebateable 

Amount Rebate 

Daughter-housekeeper ae .. £150 £45 0 0* 

First child under 16 years.. ‘is 100 30 0 1 

Second child under 16 years ae 50 15 0 0* 

Dental treatment for elder child 


(£14 paid) 10 3 0 0 


* Maximum. in Sovintinne es Aa 
£310 0 1 


Net tax payable : ai ar 
Add contribution on £2,850 at 18d. 


Total levy for year ending 30 June, 1950 


Basic Rate of Contribution: 1949-50 


For year ending 30 June, 1950, the basic rate of social services 
contribution, which applies in the case of a person who has no dependants 
and who is not entitled to any income tax concessions for life assurance, 
medical expenses, etc., commences at 3d. in £ and increases by three- 
eightieths of one penny for each additional £ over £100 of income 
until the maximum rate of 18d. is reached at an income of £500. 

However, as is explained hereafter, in the case of a contributor 
maintaining one or more dependants, the rate and amount of contribution 
are determined after taking into consideration the number of dependants 
and the expenditure incurred by the contributor in medical expenses, life 
assurance premiums, friendly society dues and those other expenses in 
respect of which rebates for income tax purposes are provided. 

Section 14 (2) of the Social Services Contribution Assessment Act 
1945-1948 prohibits the levy of contribution, (a) where the recipient of 
a contributable income of £156 or less is eligible for a rebate of income 
tax in respect of a dependant, or (b) where, in the case of a person not 
entitled to any such rebate, the contributable income does not exceed 
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£104. The Contribution Act contains supplementary provisions to 
ensure that the contribution payable shall not be greater than one-half of 
the excess of the contributable income over £156 in class (a) nor more 
than one-half of the excess of the contributable income over £104 in 
class (b). . 

The following examples illustrate how the rate of contribution applic- 
able to income derived during year ending 30 June, 1950, is ascertainéd 
in accordance with para. (1) of the First Schedule of the Social Services 
Contribution Act 1945-1949: 


(a) Contributable income of £116 derived by a person not entitled 
to a rebate for income tax purposes in respect of a dependant. 
Basic rate on £116 = 3d. + 3/80 (116—100) = 3.6d. 
Contribution on £116 at 3.6d. in £ = £1/14/10 
£1/15/- (see s. 5 (5)). 
No income tax is imposed for year ending 30 June, 1950, where 
the taxable income from personal exertion does not exceed £ 500. 


The basic rate must not in any case exceed 18d. in £, the 
maximum rate of contribution. For year ending 30 June, 1950. 
the maximum rate is reached when the contributable income of 
a person not entitled to concessional rebates amounts to £ 500: 


Basic rate on £500 = 3d. + 3/80 (500—100) = 18d. 
Contribution on £500 at 18d.= £ 37/10/-. 


No income tax is payable where income derived from personal 
exertion during year ended 30 June, 1950, does not exceed 
£500 or where income derived from property does not exceed 
£ 350. 


Concessional Rate of Contribution: 1949-50 


The method of calculating the concessional rate of contribution in 
respect of year of income ended 30 June, 1950, was modified by s. 2 of 
the Social Services Contribution Act 1949 which substituted a new 
paragraph (2) for the old paragraph in the First Schedule of the 
Principal Act. The modification simplifies the practical application of 
the Schedule while it preserves to contributors the benefits of concessional 
allowances in respect of dependants, etc. These concessional allowances 
in conjunction with the amount of contributable income continue to be 
the determining factor in arriving at the concessional rate of contribution. 

Paragraph (2) (a) of the amended schedule provides that the 
concessional rate of contribution for every £1 of the contributable income 
shall be in any case where the contributable income exceeds the rebate- 
able amount by less than £ 100—the rate which bears the same proportign 
to 3d. as the amount of that excess bears to £ 100. 


Example: 
Person with dependent wife derives a contributable income of £312. 
Contributable income .. ‘ nh ‘ £312 
Rebateable amount for income tax purpose— 
Wife ; .s £150 
Only child .. ' se , as ; 100 


Carried forward £250 
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Brought forward £250 
Special rebate (s. 160 (2) (ea) )— 
(312 — 250) 
£50 — ——_————_ — 19 


9 


Concessional rate — 3d. x 


— 3d. — 
100 
= 1.294. 
Contribution on £312 at 1.29d. — £1/13/6 — £1/13/.. 
In this example no liability to income tax would arise. 


Paragraph (2) (b) of the amended schedule provides that the con- 
cessional rate of contribution shall be in any case where the contributable 
income exceeds the rebateable amount by not less than £100 but less 
than £500—the rate which would be the basic rate if the contributable 
income of the contributor were equal to the amount of that excess. 

Example : 

Person with dependent wife and two children derives a contributable 
income of £750. 

Contributable income a ia sia £750 

Rebateable amount for income tax purposes— 
Wife re “hs sm 
First child 
Second child . 


£150 
100 


50 


£300 


Excess of contributable income (£750) over rebateable 
amount (£300) — £450. 

Concessional rate — basic rate on £450. 

= 3d. + 3/80 (450 — 100). 


= 16.125d. 


Contribution on £750 at 16.125d. — £50/7/10 — £50/8/.. 


In this example no income tax would be payable because the conces- 
sional rebates exceed the gross tax payable. 

Paragraph (2) (c) of the amended schedule provides that tne 
concessional rate of contribution for every £1 of the contributable income 
shall be in any case where the contributable income exceeds the rebateable 
amount by £500 or more—18d. 


Example: 
Person with dependent wife and one child derives an income of £780 
from property. 
Contributable income a or sa 
Rebateable amount for income tax purposes— 
Wife .. . 
Only child 


£780 


Excess of contributible income (£780) over rebateable 
amount (£250) — £530. 
Concessional rate — 18d. 
Contribution on £780 at 18d. — £58/10/.-. 
Income tax in this example would be calculated as follows: 
Taxable income, £780 from property— 
£500 at 2.55d. in £ _ oP ; 
280 at 36.4d. in £ 


at 14.7013d. in £ 
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Gross tax -P i a ci i 
Less concessional rebate on £250 at 26.8744d. 
(8.8744d. p.e. rate + 18d.) ‘ 


Net tax payable we ie 2 is - is £19 16 0 
The total levy for year ended 30 June, 1950, would therefore be: 


Contribution £58 10 0 


Income tax 42 a ae ah - og ; 19 16 0 


‘Super Tax Payable by Non-private Companies 


Section 5 (1)of the /ncome Tax Act 1948 continues the imposition 
of super tax at 12d. in the £ on the taxable income in excess of £5,000 
derived by a company during year of income ended 30 June, 1948. 


Section 5 (1) does not, however, apply to— 

(a) the assessment of a company as a trustee; 

(b) a private company as defined in s. 103; 

(c) a co-operative company as defined in s. 117; 

(d) a mutual life assurance company as defined in s. 160C (1A), 
or the mutual income as defined in s. 160C (1A) of a life 
assurance company. 


Previous Income Tax Acts exempted, imter alia, companies listed as 
(b), (c) and (d) by providing that super tax should not be payable by 
companies to which s. 14 of the War-time (Company) Tax Assessment 
Act 1940-1946 provided that that Act should not apply. War-time 
(company) tax was last levied in respect of profits of the accounting 
period ended 30 June, 1946, or substituted accounting period. Accord- 
ingly, s. 5 (2) of the /ucome Tax Act, 1948, has been drafted so as to 
exempt from super tax only those companies listed above. The Minister, 
introducing the Income Tax Resolution, said: “With minor exceptions, 
the classes of companies exempted from the super tax will be the same 
as previously. The exceptions comprise certain companies that receive 
dividends in excess of £5,000 from other companies. Since 1940, these 
companies have enjoyed immunity from super tax under a general 
exemption that was intended for application to small companies whose 
taxable profits for war-time (company) tax purposes did not exceed 
£1,000. Dividends received by companies were excluded in calculating 
the taxable profit of those companies. The exemption was fortuitous and 
there is no sound reason for its continuance. It should be mentioned that 
dividends are liable to super tax to the extent only that super tax has 
not already been paid on the income out of which the dividends were 
distributed.” 
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Costs of Taxation Appeal 


The House of Lords (Lord Porter, Lord Simonds and Lord Normand, 
Viscount Simon and Lord Oaksey dissenting) affirmed the decision of the 
Court of Appeal in Smith’s Potato Estates Lid. v. Bolland; Smith's 
Potato Crisps (1929) Lid. v. J. R. Comrs. noted in Current Taxation, 
January 1948, at p. 15, that legal and accountancy costs incurred in 
contesting assessments to taxation are not allowable as being a disburse- 
ment “wholly and exclusively laid out or expended for the purposes of 
the trade” within the meaning of r. 3 (a) of Cases I and II of schedule 
D to the English Income Tax Act 1918 ([1948] 2 All E.R. 367). 
Applying their decision in the Smith’s Potato Case their Lordships also 
dismissed the taxpayer’s appeal in Rushden Heel Co. Ltd. v. Keene 
[1948] 2 All E.R. 378. A majority of their Lordships applied the dicta 
of Lord Loreburn, L.C., and Lord Davey in Strong & Co. Lid. v. 
Woodifield [1906] A.C. 448; 5 Tax Cas. 215. 


At pp. 372-3 Lord Porter said in Smith’s Potato Case: “With all 
respect to the opposing view, expenditure to ascertain the true amount 
of tax to be paid, whether it be income tax or excess profits tax and 
whether successful or unsuccessful, is, in my opinion, incurred, at any 
rate in part, in order to determine the correct amount of income tax or 
excess profits tax as the case may be and not in order to earn gain even 
though that phrase be given a broad significance. The same conclusion 
might be reached by saying in the words of this statute that such expense 
is not wholly or exclusively laid out for the purposes of trade. It is, in 
truth, partially, if not wholly, laid out in order to discover what sum is 
to be paid to the Crown out of the profits or gains which have already 
been earned and computed.” Lord Simonds said at p. 374: “It is, I 
think, important to emphasise that the words ‘for the purposes of the 
trade’ in their context, i.e., where a computation of ‘profits’ for the 
ascertainment of taxable income is being made, must mean ‘for the 
purpose of enabling a person to carry on and earn profits in the trade’. 
These familiar words I cite from Lord Davey’s speech in Strong & Co 
Lid. v. Woodifield, [1906] A.C. 448, 453) ... Neither the cost of ascer- 
taining taxable profit nor the cost of disputing it with the revenue 
authorities is money spent to enable the trader to earn profit in his trade. 
What profit he has earned, he has earned before ever the voice of the 
taxgatherer is heard. He would have earned no more and no less if 
there was no such thing as income tax. His profit is no more affected 
by the exigibility of tax than is a man’s temperature altered by the 
purchase of a thermometer, even though he starts by haggling about the 
price of it.” Lord Normand stated: “The reason why income tax is not 
deductible in computing profits for income tax purposes is not merely the 
logical difficulty pointed out by counsel for the appellants that, if it were, 
the computation would inevitably drift through the repetition of the 
deduction into the eddy of an indefinite process. There is the more 
substantial reason that income tax is an impost made on the profits after 
they have been earned, and that, unless the observations of Lord Davey 
in Strong & Co. Ltd. v. Woodifield, [1906] A.C. 448, 453), which have 
often been referred to and applied in later cases, are to be disregarded, 
a payment out of profits after they have been earned is not within the 
purposes of the trade carried on by the taxpayer. But excess profits tax 
also is levied on profits after they are earned, and, apart from the 
statutory provision, is im pari casu with income tax.” And at p. 377 
his Lordship said: “The costs of an appeal against an assessment -are 
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incurred at least in part, if not exclusively, for the purposes of reducing 
the payment which the taxpayer will have to make if he acquiesces in 
the assessment. The purpose of the appeal is not limited to correcting 
the assessment itself, for if the assessment involved no liability to pay 
no one would go to the trouble and expense of appealing against it 
So, even if the correction of the assessment is within the purposes of the 
trade, the expenses and costs of the appeal are nevertheless laid out at 
least partly for a purpose which is not one of the purposes of the trade 
They are accessory to the payment of a tax out of profits and are non- 
deductible because the tax itself is non-deductible.” 

The following are extracts from the minority opinions: Per Viscount 
Simon: “It seems to me that it is essential for the proper carrying on of 
a trade that the trader should know what portion of his profits in a given 
year is left to him after the Revenue has taken its share by taxation 
If, therefore, he considers that the Revenue seeks to take too large a 
share and to leave him with too little, the expenditure which the trader 
incurs in endeavouring to correct this mistake is a disbursement laid out 
for the purposes of his trade. If he succeeds, he will have more money 
with which to earn profits next year. It is true that the vesulz of his 
success is to reduce the tax he has to pay—alternatively, one may say 
that the result is to show that the profit of the year’s trading left to him 
after paying tax is greater than the Revenue was willing to admit—but, 
to my mind, the ~urpose was a trading purpose and nothing else. 
With all respect to those who think otherwise, I regard it as fallacious to 
argue that the trader’s expenditure in fighting the Revenue’s assessment 
is not ‘wholly and exclusively’ incurred for the purposes of the trade 
because the expenditure would not be incurred if there was no tax to pay. 
If there was no tax to pay, the benefit realised by the trader from 
carrying on the trade would not be reduced by taxation, and it is the 
purpose of trade (at any rate, under private enterprise) to make its 
legitimate pypfit. Viewed in this light, I do not see why the expenditure 
here in question is not wholly and exclusively laid out for the purposes 
of the trade—if it had not been incurred, the trade would be less 
profitable.” Per Lord Oaksey: “A trader does not expend money in an 
action brought for or against him for negligence or breach of contract 
in the course of his trade for the purpose of earning the profits of the 
trade in this sense, for it is not an operation of his trade to engage in 
litigation. It is, of course, an incident which he may think reasonably 
necessary for the purposes of his trade to bring or defend actions, but 
so it is an incident which he may think reasonably necessary for the 
purposes of his trade to engage in litigation as to the amount of his 
taxes. If he succeeds in either case he increases the profits arising from 
his trade, and it appears to me to be no straining of language to say 
that a trader who increases his profits by incurring a certain expense 
incurs that expense for the purpose of earning the profits. In my 
opinion, the real question which has to be decided in every case is whether 
the expense is one which is incurred in order to earn gain or profit from 
the trade, or is the application of the gain or profit when earned: see per 
Lord Selborne, L.C., in Mersey Docks & Harbour Board vy. Lucas 
({1883] 8 App. Cas. 891, 906), and, in my opinion, it cannot be truly 
said that the expense of paying accountants or of litigating the question 
of what is the balance of profits and gains for the purposes of taxation is 
the application of these profits. Profits cannot properly be applied or 
divided until they are ascertained, and every expense which is properly 
incurred for the ascertainment of profits is, in my opinion, an expense 
of earning the profits and not an application of them.” 
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Although it is a forlorn hope to expect that the Commissioner will 
not apply this decision in Australia, it is considered that there is nothing 
in the reasons of the majority of their Lordships to deny the argument 
made out by Mr. R. E. O’Neill in the January 1948 issue of Current 
Taxation that the costs of contesting an assessment are allowable under 
s. 51 of the Income Tax Assessment Act 1936-1948 as being “losses or 
outgoings . . . necessarily incurred in carrying on a business for the 
purpose of gaining or producing (assessable) ) income”. 


Accountancy and Audit Fees 


In Smith’s Potato Estates Lid. v. Bolland [1948] 2 All E.R. 367 
Lord Rorter said at p. 371: “It is true that as a matter of convenience, . 
the cost of making up accounts for the Inland Revenue is allowed by the 
authorities as a deduction from profits as is the cost of making up the 
strictly business accounts of the trade, but this is a matter, not of 
principle, but of expediency. The two duties overlap and in practice are 
almost indivisible. Moreover, it is of advantage to the Revenue to have 
the figures required for their purposes carefully and accurately made up. 
Strictly, however, I think the expenses should be divided and any 
additional cost of making up Revenue accounts should be disallowed in 
determining the allowable deduction for income tax purposes, but the 
advantages of allowing both to be deducted as a practical measure out- 
weigh the disadvantages though the result may not be strictly logical.”’ 
Lord Simonds said at p. 375: “I do not doubt that as a practical matter 
the Revenue authorities allow accountancy charges as a @eduction in 
computing profits, both because such charges are necessary for trading 
as well as tax purposes and it would be vexatious to distinguish between 
them, and because they must find their own task an easier one if they 
are dealing with professional men who speak their language and under- 
stand their art. [I do not think it necessary to cecide how far in this 
direction the Revenue authorities are bound to go.” Lord Normand at 
pp. 376-7 said: ‘Every trading company must keep books of account, 
and these books are used by the accountants for the purpose of making 
up the commercial profit and loss account. The accountants may use 
that account by applying to it the modifications which income tax law 
requires in order to bring out the profit for income tax purposes, and 
they may have to negotiate with Inland Revenue officials in order to 
justify their account of profits, and, perhaps, to obtain a correction of 
an assessment. It will also be necessary to prepare an account showing 
the amount of the distributable profits after making provision for the 
income tax liability. As the first and the last of these accounts are 
among the purposes of the trade, the taxpayer may say that the whole 
accounting process, including even the prosecution of an appeal in order 
to determine the correct income tax assessment, is carried out for the 
purposes of the trade, and it may be added that the proper conduct of 
the trade requires that the assessment shall be correct. On the other 
hand, it may be said that there is in strictness no part of the accounting 
process which is not directly or indirectly concerned with income tax 
liability and that, as the payment of income tax is not a purpose of the 
trade, none of the costs incident to the accounting process is laid out 
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exclusively for the purposes of the trade. That would be an extreme and, 
I think, an untenable proposition. . . . The line drawn by the Inland 
Revenue would allow deduction of the costs incurred in negotiations with 
their officers before an appeal is taken, or where no appeal is taken, either 
as a concession to the taxpayer or as a practical and convenient settlement 
of a disputable point.” Lord Oaksey, who dissented from the decision 
that costs of a taxation appeal are not deductible, said at p. 378: “On 
the other hand, if it is to be held that such expenses are not deductible, 
what is to be said of the costs of audit which the Companies Acts make 
necessary or of that part of the costs of bookkeeping which is used in the 
preparation of such an audit or of accounts for taxation? They are not 
incurred for the purposes of earning the profits of the trade in the 
limited sense contended for by the Crown. It is said that the expense 
of litigating questions of taxation has never been sought to be deducted, 
and it may be so, but it is also true that the expense of paying accountants 
and auditors has been deducted, and in any event, the fact, if it be the 
fact, throws no legal light on the construction of the words in question.” 


Bequest of Interest in Business Subject To 
Payment of annuity 


The taxpayer became entitled under his uncle’s will to the latter’s 
interest in a business subject to the condition that the taxpayer paid 
certain annuities. The taxpayer sought to exclude sums paid to the 
testator’s widow from the income derived by him from the business. The 
Commissioner included these sums in the taxpayer’s assessments. Held, 
that the will imposed a trust in favour of the widow and that the taxpayer, 
who as the trustee was required to pay the annuity over to her, was in the 
position of a representative taxpayer only and was not liable for assess- 
ment personally on the amount so paid (//olley v. 7.R. Comr. (1947) 14 
Sth. Af. Tax Cas. 407). 


Annuities payable free of Income Tax 


As stated in Commonwealth Income Tax Law & Practice at p. 257 
where an annuity is payable free of income tax and the annuitant has 
other income, the tax on the annuitant’s total taxable income including 
the annuity should be calculated and the total tax should be apportioned 
rateably between the amount of the annuity and the amount of income 
derived from other sources, and the amount so apportioned against the 
annuity is payable by the trustees of the annuity fund, unless such 
apportionment is excluded by the provisions of the will or settlement. 

The following is an example where, having regard to the particular 
instrument, income tax attributable to a stated sum must be calculated 
in a different manner :— 
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Under the South African Act, the taxable income of any private 
company is required to be apportioned amongst the shareholders and 
included in the taxable incomes of such shareholders. By reason of the 
progressive rates of tax imposed, the apportioned sum automatically 
increases the rate of tax on the shareholder’s total income. L agreed to 
buy from M all the latter’s shares in,a private company. Under the 
terms of the agreement, L undertook to indemnify M against “all claims 
in respect of taxation on the profits or income of the company” in respect 
of the period up to the date of the sale. M contended that he was entitled 
to recover £531, being the difference between the tax on his total income 
(including the apportioned sum) and the tax on his actual income 
(excluding the apportioned sum). L contended that the amount of 
taxation against which he was required to indemnify M was limited to 
the tax which would have been assessed on the apportioned sum if 
reckoned apart from any other income received by M, such tax amounting 
to £111. Held, upholding M’s claim, that the agreement must. be 
construed on the basis that it was the intention of the parties that M 
should be indemnified for the whole of the additional taxation levied 
upon him by reason of the inclusion of the profits apportioned to him 
from the private company (Maskalik v. Levitt (1947) 14 Sth. Af. Tax 
Cas. 437). 


Source of Earnings 


The taxpayer carried on business in the Union of South Africa as 
a solicitor. By virtue of negotiations conducted by him within the 
Union but involving correspondence with parties outside the Union, he 
received a commission on the sale of a property in Swaziland. eld, 
that the commission was assessable, being received by virtue of services 
rendered in carrying on a trade (which term includes, imter alia, pro- 
fession, business or employment) in the Union (Inc. Tax Cas. No. 606 
(1947) 14 Sth. Af. Tax Cas. 362). 


CORRIGENDUM. 


The following alteration must be made in the example at page 218 
of the March 1949 issue of Current Taxation: 

(a) Delete the words “8 other shareholders, each 100 shares” from 
the last line of the table of figures at the top of the page, and insert in 
their place the words “16 other shareholders, each 50 shares”. 

(b) From the second table of figures delete the figure “8 and the 
total figure “28”, and insert the figures “16” and “36” respectively in 
place of the figures deleted. 
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